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CONFIDENTIAL LISBON 9392 

LIMDIS 

DEPT PASS TREASURY FOR SYVRUD 

E.O. 11652: XGDS-3 
TAGS: EFIN, ECON, PO 

SUBJECT: FY 1978 BALANCE OF PAYMENTS LOAN 
REF: STATE 283996 

1 . EMBASSY WILL OPEN FORMAL NEGOTIATIONS WITH BANK OF PORTUGAL 
ON SUBJECT LOAN ON FRIDAY, DECEMBER 9 AT 1 1:30 AM. 

2. NEGOTIATIONS WILL BE CONDUCTED ON BASIS OF DRAFT AGREEMENT 
TRANSMITTED VIA STATE 281977 AS CORRECTED BY STATE 282964. 

EMBASSY WOULD, HOWEVER, LIKE AT THIS TIME TO FLAG A POINT 
WHICH MIGHT WARRANT A SUBSEQUENT CHANGE IN OUR BILATERAL 
AGREEMENT: IF THE POLITICAL PARTIES AND THE PRESIDENT FAIL TO 
FORM PROMPTLY A NEW GOVERNMENT SHOULD PRIME MINISTER SOARES' 
CONFIDENCE MOTION LOSE IN THE ASSEMBLY VOTE, PORTUGAL'S LIQUID 
RESERVES, EVEN PRESUMING MAXIMUM GOLD SALES, MAY NOT SUFFICE TO 
COVER OBLIGATIONS. IF WE BELIEVE THAT THE GOP, HOWEVER 
CONSTITUTED AT THAT TIME, IS MAKING A GENUINE EFFORT TO REACH 
AGREEMENT WITH THE IMF, WE MAY WISH TO PERMIT A PARTIAL DRAWDOWN ON 
OUR LOAN EVEN BEFORE RECEIPT OF THE IMF LETTER. IF THE BANK OF 
PORTUGAL CANNOT MEET ITS LIQUIDITY NEEDS DURING THAT INTERIM 
PERIOD, IT MAY BE PRESSURED INTO ADOPTING AD HOC SHORT 
CONFIDENTIAL 
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TERM MEASURES THAT WOULD IMPEDE SUBSEQUENT IMPLEMENTATION 
OF A RATIONAL STABILIZATION PROGRAM. 
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